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Trends and Prospects in Eastellest Trade

i

1l. Fast-est Trade in Rslation to ’-».'.'drld Trade

World trade was at an all-time high of nearly $92 billion in 1955
exseeding the previous peak (1954) by more than 7 percent. Trade of
Free YWorld nations with each other accounted for some $80 billion of
this or more than 86 nercent of the total. In contrast the trade among
Bloc nations amounted to $7.8 billion or less than 9 percent of total
world trade., Trade betwsen Free World and Bloc countries was il

billion in 1955, less than 5 peacont of total world trade. The major

change in the distribution of world trade since 1948 has been the sl x=

fold increase in intra=Rloc trade, $1.2 billion in 1948 to $7.8 billion
in 1955. This increase haé derived rnrimarily from a more rapid increase
in trade between Floc countries than between Fres “orld countries, and,
from the diversion of much of mainland China®s trade to the Soviet Bloc.
Although the total value of East-West trade has risen by about half a
billion dollars in this same veriod, the proportion of Eastellest trade
to total trade has actually declined from 7 vercent in 1948 to less
ghan 5 percent in 1955, | |
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2, Bloc Foreign Economic Policy and the Pattern of EasteWest Trade

The outstanding features in the recent RasteWest trade nattern has
been: a rapid exmansion of trade after 1953 accomvanied by increased
trade ties with underdeveloped countriss, and important shifts in the
commodity composition of trade. |

The value of East=Yest’ tr,ade declined from 44 billion in 1948
to $3 vpilldon in 1953 and the?x rose to an estimated $hel billion in
1955, Since 1953, although Western Eurove has remained the Bloc's
niajor trading martner, the action of the Sino=Soviet Blf:c ‘to increase
trade ties with underdeveloned arcas has become increasingly anparent.
This trend has been evidenced both inr terms of actual trade and trade
overtures. -

The commodity composition of Bloc trade with the Free World has
also changed. In the immediate nostwar years the Bloc was a large
net imnorter of capital goods (machinery and equipment.) and a large
net exporter of food nroducts. By 1954 the Soviet Bloc, including
both the USSR and the European Satellites, for the first time became
net imnorters of food products from the Free World., At the same
time the value of Bloc canital goods exports maa%‘?me ten ’times
from 1952 to 1954. The European Satellites by 195h had become net
exporters of capitai goods to the Free Yorld, although the USSR and

the Bloé as a whole remained a net imnorter.

B
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Although the Bloc &3 a whole remains a et importer of cepital
coods, 1t had, by 1954, beeane a net exporter of such comodities as
machine ‘tools, sgricultural meshinery, oi'fice machinery, and transe
port equipment exeept shipa end boats. While complete commodity
énte are not yet availlable for 1955, evidence suggests that the
Floc is continuing to move toward s position of a net exporter cf
cepital goods.

Jhe above changes in the pattern of Fast-West trade suggest
thet Bloe Poreign econgmic policies are in process of adjustment
+o internal developments.

In prevar years the USSR, in support of its industrial:lzation
progran, exported raw meterials in return for capital goods but at
the ssme time strived to sttain an increesing measure of independs
ence Prom Western maxkeits. As a result of yeers of high investment
in heavy industry, assisted by imported capital gocds, the USSR has
schieved & position of industrial power second only to the United
States, although it should be noted that the value of its industrial
sroduction is only sbout N reeesa’ 67 that of the United States.

fn the postwar period, the Soviet eccnuy, augnmented by the
resources of the Buropesn Satellites has not only become a highly
developed industrial natlon but has achieved e higher degree of

self~sufficiency then any other major country in the World.

SECRET

2.2
Approved For Release 2000/04/17 : CIA-RDP79T01049A001400140001-0



Approved For Release 2000/04/17 : CIA-RDP79T01049A001400140001-0

SECRET

The USSR's present economic advantege teuwds to be in the
exportcfcapitalgoodsandtheimoﬂoffoo&andcerbainm
materials. The costs of memufactured geods have declined as pro-
duction has expanded, as skills hesve developed, and as additional
capital goods have made othexr economies possible. During the same
time, however, the coste of food snd rav materials have risen with
increasing demands and the exhaustion of low-cost production
opportunities.

The steady transition of the USSR from a relatively undeveloped
to a highly industrialized economy, provides the economic basis for
the foreizn economic policy toward underdeveloped couniries beirg
evolved by the present Soviet leadership. This policy may also
heve the dual purpose of using the current necds and capabilities
of the Soviet economy to promote the broader esad loager range
political and strategic aims of the USSR in world affairs.
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3. Free World Trade Controls

3. Controls Against the USSR and European Satellites

The Free World has restricted multilaterally the hnpqrt. of
selacted strategic goods into the Curopean Bloc for almost §ix yearss
the United States for over eight years. Du:"ir'ag this period the Bloc
econony continued to expand rapidly, particularly in the heavy industry
sector.. While cohtrols undoubtedly had some retarding effect on the
egonomy, nevertheless the Bloc internal supply position for many of
the items on the original control lists has improved markedly.
Currently Free “orld embargo lists do not impose a significant deterent
on the economic nor on the military growth potential of the Buropean
Bloc, although in a few selected sectors controls continue to have an
dnvortant inpact.

This imvact derives primarily from embargo of advanced electronic
materials and equivment, selected noneferrous and ferrous metals and
alloys, and a small range of advanced equioment in other fields, While
the impact may be quantitative in some sectors, the primary effect of
controls is a qualitative one in restricting the transmission of
advanced technology. |

Among the items which the Bloc relys on external sources for a

large part of its requirements are copper, ships, and natural resources.
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(1) Conper
Even before the downgrading of copper wire to List III in August

1954, the Bloc imported from the Free World some 20-30 percent of
its total new supply. Because of the embargo most of this procure=
ment was be clandestine means. Imports of copper and copper wire
were in excess of 120,000 tons in both 1953 and 1954, In 1955, it
is estimated that the Bloc imported approximately 100,000 tons.
Because of the downgrading of bare copper wire to List III, most
of these imnorts consisted in 1955 of legal wrocurement of copper
wire,

Although almost no copper is vwroduced in Western Europe, most |
of the shimments to the Bloe ars from this area. For examnle in
1955, the United Kingdom supplied almost 4O percent of total exports,
Yestern Eﬁropean' countries accounted for another LO percent and most
of the remainder came from Japan. | |

Although the Bloc is currently procuring a & gnificant part of
1ts copper sunvnly from the Free World, imnorts in 1955 decreased by
as much as 20 percent from the 1954 level. If current Bloc nlans for
increased copper production are realized Bloc dependence on Free

Vorld suonly may have lessened by 1960.
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(2) snips

Trade con;.rols have been effective in restricting the sale to the
Soviet Bloc of certain types of vessels, such as tankers and higher
speed freighters but other types of vessels, not subject to embargo
have been sold in considerable quantity to the Bloc. In 1955, approxe
imately 120,000 tons of new shipping was purchased by the Bloc from
the Free Yorld and in 1996 it is expected that at least 250,000 tons
will be vurchased. Since vessels of the Bloc merchant fleets are
generally over age and sldu, new acquisitions are of considerable
imvortance in improving the overail charactaristics of the fleebts.
Trade controls have been most effective in restricting the acquistion
of ocean going tanker tonnage from the West and, in fact, have
forced the USSR to undertake a very sizable tanker construction pro-
gram in its own yards. However, thém ie no conclusive evidence
that the tanker construction program has adversely affected the cone-
struction of naval combat vessels.

Thus, the primary importance of the ambargo has been to delay
the overall modernization of ths Bloc merchani fleets, to prevent the
acquisition of certain strategic tyves of vessels, and require the

expansion of Bloc merchant shiptullding capacity.
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(3) Natural Rubber

Natural Rubber is embargoed to Communist China but can be freely
imported by the European Bloc. However, Ceylon has been supplying
Comnunist China since the beginning of 1953 with quantities of rubber
more than sufficient to meet China's domestic requirements and China
has re-export.ed significant quantities of its rubber nurchases to
other members of the Bloc.

The USSR purchased no rubber directly from the Free World vetween
July 1953 and July 1955 and then resumed purchases at a rate below its
eétﬂmated requirements. It is estimated that the USSR had a stockpile
of 300,000 tons of rubber at the end of 1952, or sufficient for 3=k
years nomal requirements. After 1952 the USSR apparently liquidated
part of its stocknile and in addiﬁion received part of China®s rubber
imports from Southeast Asia.

The elimination of trade controls wouild probably lead to some
inerease in total Bloc imports, varticularly of certain netals, ships,
clectronics and other comnlex industrial equipment. Increased Eloc
purchases of such complex industrial equipment, however, would probably
ba concentrated in a relatively‘ small number of categories since most
of it is not included in the relatively narrow range of items now

affectively embargoed by the West.
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b. Controls Against Communist China

Frae World trade controls on Communist China being much more
inelusive have a more significant economlc effect on Cormunist China
than the controls avplied against the Furopean Bloc. The difference
4n effect is due principally t¢ the ancillary transportation controls
(which increase Bloc transportftion handling and other costs), to US
uﬁﬂateml financial and import controls. A relaxation of trade and

eillary controls including those of the US to the level maintained
with the European Bloc would not greatly increase Communist China's
aceess to strategic imports (most commodities are presently available
through transshipment from Puropsan Bloe ports) but would permit less
costly procurement and an expansion of exports. It is believed that
in this way a relaxation of controls would enable an inecrease in
Communist China's annmual import capebilities by about 125 million,
of which two-thirds would be due to the relaxation of US controlss
To that extent, the buildun of Communist China's economic and military
n_o'bential could be accelersted, There would also be a reduction in
internal Bloe transnort costs amounting to approximately $100 million
armually.

An expansion in Commmist China's imports from the Free World of

$150 million, though smounting to about 8 percent of the present level

‘SECRET

3=5

Approved For Release 2000/04/17 : CIA-RDP79T01049A001400140001-0



Approved For Release 2000/04/17 : CIA-RDP79T01049A001400140001-0

SECRET

of Fres World expoxts to the Soviet Blee, would have little effect
upon total Free World trade. For particular business in a few

countries, however, esveclally Japan, this increase would be regarded

as Important.
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L. fThe Current Dloc Trade D.ive in Underdsveloped Free World Aveas

The Sino-Soviet Bloc is currently participating to & much greater
degree than in the pest, in the international economic affairs of the
Free World, especislly the underdeveloped countries of Asia, Africa,
end Iatin Ameriea. This progrem in underdeveloped areas is marked
by sn expansion of trade, the extension of 1iberal credits, offerc
of technical assistonce, and wider participation in trade falrs.

Although the Bloc trade drive in underdeveloped sreas is not
1imited to the extension of credits, thig feature is one of the more
importent onss. It is estimated that from Januexy 1954 through
Fevbrusry 1956, the Bloc countries has extended long-term credits of
almost $900 million to non-Bloc countries. Sixty percent originated
with the USSR and the remalnder with the Europeen Satellitea.

Yugoslsvia has been the principal recipient of The new Bloe
trade drive Tollowed by E@pﬁ, Afghanistan snd Indla. The Rloc has
also been aetive ia other cowntries of the Heas;» East as vell as
Southesst Asia and latin America.

The bulk of this credit {65 percent) arises from four large
agreements; Yugoalavia, $20h million; Indisn steel mill, 4115 million;
Afghanisten, $100 million; Egyptian arms, $140 million. With the
exception of the credit srrengenent on arms shipments to Egypt, these

are longer term (10-30 years) credita. The rempining credit
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allocations are of swaller size (usually lese than $5 million each)
end with shorter terms. Virtuslly all of the eredit extension
bear & rate of interest approxinmately palf that of normal Western
commeycial rates.

Tn addition to obtaining needed copital equipment with payment
terms more atirective then usual in the West, the underdeveloped
countries are sble to repay the USSR through the parter of their
exporteble gurpluses. Many of these surpluses do not at present
bring satisfactory prices in Free World markets. Outatanding
emmplesareEmtam‘lBlmwmretheBlochaamangedtotake
exportable surpluses of cotton snd rice for Bloe equipwent and.
for the services of Bloc techniclans.

a. Cotten

Cotton is a major export of & aunber of countries in the leer
Eest, Africa, South Asia, and letin America. It outranks all other
commodities in the expert trade of Bgypt, Mexico; Parsguey, Feru,
Sudan, and Ugands. I% accounits for gour-fifths of Egypt's exports
andoverthme-fﬂthsoftheexpoﬂsofsmgnmdusanda.

Although vorld consumption of rav cotton has increased signif-
jcently in the last five years, production has consistently been
greater tben the demend. By 1955 accumulated stocks totalled clmost
20 million bales, half of them held by the United States. In

addition the world is preseotly faced with snother bunper erop
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and many consumer countries sre holding off large purchases in
anticipation of lower prices. Taus certain of the underdeveloped
countries weleome the opportunity to sell cotton to the Rloc.

Currently the Bloc is virtuslly selfesufficient in cotton.
Revertheless, it can purchase from the world werket in considere
gble volume if it so chooses. These purchases ensble the USSR to
expand exports of Soviet cotton to the Free World.

The Bloc has been exploiting the mounting cotton surplus problem
in its trade drive in underdeveloped Free World aress. In addition
totheexchwotamforEgyptianeotton, the Bloc has shifted
smafiuwttonmhuesmmkimtomdiamdw.

Since such purcheses ylield political gains st little or no ecomomic
cost, further Bloc manipulations in the Free World cotton market
8seenm likely. '

b. Rice

Rice, like cotton, 1s a ina.Jor export of & number of countries,
particularly in South Asia. It Yields 70 to 80 percent of Burma's
export earnings and about 50 pexrecent of Thallsnd's.

Since 1953, the Asian rice situation hag shifted from a condition
of relative shortage to one of oversupply. Frices have slipped sub-
stmtim.yrrcntheirposmpeaksandne.Jorexportemmplagued
by surpluses and difficulties in finding satisfactory export markets.
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" A mmber of factors have contributed to this situation, including
a shift to other cereals end an expansion of cereal production in
traditional Asian deficit aress, for exemple, India and Indonesie.
The burden of rice surpluses was most severe in Burma when the
government merketing agencies strongly resisted the downward trend
in rice prices.’ 7

Prior to 1955 no significent mnoﬁnts of rice were imported by
the Bloe. On the contrary, Commmist Chins had been exporting
about 250,000 tons of rice a year to Ceylon as part of a five-yesr
rice-rubber agreement. Sinee 1955, however, there bave been a
nunber of rice purchases by Bloe countries, principally from Burma.
In 1955, Commnist China, the USSR, Czechoslovakia, Hungery, East
Germeny, Poland, and Rumania all negotiated sgreements for the
purchase of Burmese rice. These agreements covered fmm‘ 250,000 to
300,000 tons of rice. Much of this rice was destined for Borth
Vietnam as part of the Bloc ald agreements.

Under a new 1956 agreement, the USSR bhas signed a contract to
purchase from Burma 400,000 tons of rice amnually for the next four
years. This represents over one-fourth of Burma’s expected rice
export for the period.
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e. ts for Bloc Fulfillment of Credit te

Present Bloc commitments for the sale of capital goods to the
underdeveloped Free World aress amount to less than one percent of
industrial production. Thus it is 1likely that the countries of the
Bloc could expand credit and expart prograus with underdeveloped
countries substantially without impalrment to their own econcmies.

SECRET
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5. Future Bloc Prospects for East-West Trade

As the Bloc develops its infustrial capacity further, resulting
in increased industrial demands for basic resources and the gradual
depleticn of thesge resources, it will become incressingly advanta-
geousforthemoctoexportewimgood:andtoinmortmdultﬂal
rav. mterials In addition, es population continues to grovw, it
villmobecmnemreadmtageousforthemoetnimporttood
products. The bulk of the exports of capital goods, however, will
probably be coufined to the simpler types which are relatively essy
to menufacture. Sich exports are the items which the uderdeveloped
countries have especially desired to impor - transportation equip- |
mont, prime movers, machinery for extractive industries, and basic
and standard manufacturing facilities. ~In addition, the Bloc is
shle and villing to direct the export of technical sssistance. Thus
the basis exists for an expension of Rast-West trade particularly
be'hfeen the Bloc and Free World underdeveloped countries.

The future level of Eaat-weﬂt trade depends not m.ly on economic
considaratiom but aleo on politieal considerations. Bouethsleu »
there is reason to believe that the motivations bahind Soviet trade --
ineluding the relatively high-cost mineral and agricultural resource
base, the desire to extend Soviet influence smong other nations, and
the rapidly expanding industrisl plant -- point to an increesing trade
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between the Bloc and the Free World. It is estimsted that Bloc
sxports to the Free World could double vithin the next five years
snd exceed $4 billion by 1960.

Soviet exports to the Free World in 1960 could exceed $2 billion.
Years of priority expansion in the machinery end equipment sector of
the cronnmy bas brought the USSR %o a poind vhers it has export
potoniinl for many basie types of meachine tools, industrial products,
end industrizl installations. Without regard to difficulties in
. pssessing comparsbls quality and producticn, it is important to noge
that in 1955, Soviet production of machine tools (excluding metal
fomﬁng&quiment)emeededthato@theﬂﬁmtemdmu. A
progren oriented toward export of such machinery, however, would
+o gome extent compete with the Soviet progrem of modernization
and rewequ.ijment which bes been put Forth o8 & part of the Bixth
FlveYear Flan.

Substential increases in Soviet production of sgricultural
rackinewy, tractors, end trusks plamned for the perilod 1955 to 1960
alsc provide a considerable export potential. The 1960 output of
agricultural machinery is to be 62 percent greater than the 1955 level,
whaile the 1960 output of tractors is to be almoat doubls that for 1955.
&m:.é mash 4of this equipment is obviously earmerked for the accelerated

rechanization of agriculture it must slso be vieved as a poteatial expert.
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Such equipment is sorely needed by the lesa well-developed and
a@:'iéult\n'a.ny-oriented economies and the USSR could probsbly exploit
this requirement for political es well as economic advantags.

Earopeanswtell.iteexportstoﬁsemeworldmshtmoexcead

indecd besause their own natural resources, with the exeception of
Polish conl, Rumanian oil, and Hungarien bauxite, are not sufficient
to supply their own current needs, the successful fulfiliment of
theirplmmtorindnsﬁrialdevelopnentdepend:onanmnimof
such exports. In the past the USSR has provided the bulk of
Satellite food and ravw material import requiraments, but it is likely
mtmmammmummm&wmmmm
future. ﬁ:eUSSRcanre‘bardtheinwrablermmrhmm
waterial costs by encouraging its Satell:ltee to seak other sources
of supply-.
in the patiern of Sino-Soviet Bloc trade with the Free World,
cwmnmist'cmmwillplavomyamondaryrolefqrthemxtﬂve
years. China, faced with the problems ocr developing 1ts ovn eccnonie
structure, will not be in a position to make large direct contributions
"mmmtothememe. Moreover, a large share of the
Chinese export potentiel, primarily rev mtarials and food, will be
directed to the Bloe in return for industrial products.
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Of the three major aress within the Sino-Soviet Bloc the
Buropeen Satellites face the most pressing egricultural problen.
Tn food production the Satellites are def:lciem’o and will require,
by 1950, about 1.5 million tons or wheat annually in order to main-
tain thelr present living gtonderds. In the past the USSR has -
syovided their food imports, but durlng the next five years the
USSR, evan barring unfavorable weather, will only be able to increase
living standards nlightly at hone, In neerly ell instances the
oate..litea ecan ovtaln the needed food products from underdev«.loped
areas, who will slso provide & merket for their mechinery industries.
Por rav materials the Eurcpean gatellites are also the most hawde

pressed of any erea in the Sino-Soviet Bloe. The USSR has been
cupplying them with conslderable quantities of raw matsrials, but
sn Soviet domestic Gemand has risen there has begn evidence of
yelustance to ship to the Satellites. n iron ore the Satellites
st import more then two-thirds of thelr reguirements, much of which
nas boen supplied by the rest of the Bloc. The Satellites will
vequire sbout 10 million tons of iren ore imports by 1960. East
Germony's requirements for crude oil will be doudbled: ome million
+eme ove now being obtained from Austria. Satellite netural rubber

requirenents will neerly double in the next five years. All of the

fetellites have m agreements with underdeveloped countries
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specilying rubbes shipments. The Europesn 3atellites, even at
eurrent cutpui levels, ave also deficient in non-ferrous metals
and other minerals end will have increassing demands for imporis of
eopper, bauxite, wutile (for titenium}, tin, columbiwm, bantalum,
aereury, sulfur, nice, and industeial diowonds. In nearly all cases,
Sovth and Soubhesst Azi& has the cepabllity for exporting thaze
naterisls.

¥z USSR has less a picblem of deficiency in raw materials
“han & problam of high and increasing coats.  In ccal, petroleum
produsts, and timber the USSR isv relatively well-situated, but in
ferrous netels, as vell as nonefervous metals, costs of additional
supplies heve risen in recent yeers. Meny of the ores are vexy
leon and extraction costs high. Since the USSR bas no netural
rubber, her requirements of nearly 200,000 tons in 1950 must be
irporind. The USSR will also continue to be an inersusingly large
warket for wool and possibly cotion.

ihe Sinc-Soviet Hloe will continue to have hiszh demends for
rachinery snd equipment from the Free World. In the past these have
couprised nearly helf of total imperts and while this percentage may
decline somavhot, they will probebly eombimue +o be the major impors.
I¥ is likely that Bloc crders in the Free World will capbasize the
sove coomlen capital equipmernt, prototypes, sud producte which if
rroduced interaelly would interfere with military wriorities, auch
oy merchant ships and equipment of relatively low priovity domzeticslly.
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6. Sumery
Tt can be seen from the above discussion +that both the direction

of Esst-West trade and its commodity composlitlon should change
between now and 1960. Exports will become increasingly weighted in

. favor of menufectures and capital goods as food and rew mata'i:;ls
decline in relative importance. The share of food and raw materials
in imports will probably increase significantly. Mamr of the
imports which the Bloc will need must come mcreaaingiyfmﬁsia,
the Near Eest, Africe, end even Iatin America, where the capltal
end manufactured goods which the Bloe is increasingly prepared %o
expor’t can be sbsorbed. Consequently, it is likely that during the
next five years the proportion of imports originating from and
exports shipped to the relatively umderdeveloped nations of Asls,
the Near East, Africa, and Iatin America will increase.
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